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TRADING STAMP BOOM 


ESPITE PRICE WARS, federal investigations, and 

threats of legal sanctions, a craze for trading stamps— 
worked up by the ever-appealing promise of something for 
nothing—is spreading through the country’s retail stores 
and markets. Merchants themselves are of two minds 
about the phenomenon. Some have found it an effective 
means of rapidly expanding sales volume. Others, dis- 
turbed by the added cost of doing business, have attempted 
to fight it by cutting prices but have been forced in the end 
to join the parade. A few have gone to court to test the 
validity of trading stamp operations under fair trade laws, 
or to state legislatures to press for statutes to outlaw the 
practice directly. 


The Senate Small Business Committee has asked two fed- 
eral agencies—the Federal Trade Commission and the De- 
partment of Agriculture’s marketing division—to survey 
trading stamp developments and help the committee decide 
whether action by Congress is needed. The Trade Com- 
mission already has launched a study into the question of 
whether or not trading stamp plans contravene existing 
fair trade regulations. The marketing division will initiate 
an investigation next month on the effect of trading stamp 
operations on the costs of marketing farm produce. 


Meanwhile, collection of trading stamps is attaining the 
proportions of a national pastime. Trade sources assert 
that half the housewives of the nation are confirmed stamp 
collectors and that they heartily favor a system of merchan- 
dising which appears to give them luxury articles at no cost. 
In some cities virtually every sizable retail store issues 
stamps to customers who purchase its goods. The inde- 
pendent companies which install and operate stamp plans 
for retailers are undertaking a massive advertising cam- 
paign in an attempt to make the entire country stamp- 
conscious. 
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MECHANICS OF DISTRIBUTING AND REDEEMING STAMPS 


Trading stamps are small gummed coupons, each about 
the size of a postage stamp, which are issued to customers 
as proof of retail purchases for given amounts. In most 
cases each stamp represents a purchase in the amount of 
10c. The shopper attaches the stamps to a booklet dis- 
tributed for the purpose; when a sufficient number of 
stamps, or filled books, has been accumulated, they are ex- 
changeable for other goods without further cash outlay. 
Sometimes the exchange is effected by mail, but in recent 
months an increasing number of stamp redemption centers 
has been established around the country to enable cus- 
toiaers to shop for premiums in person. 


Goods obtainable for trading stamps include hundreds 
of articles ranging from frying pans to fur wraps. Most 
premium catalogues offer at least 300 different items; the 
most popular are housewares, small electric appliances, 
toys, sporting goods, and silver tableware. The usual stamp 
book, when filled, represents $120 worth of purchases in 
stamp-issuing stores and is redeemable for an article which 
sells at retail for $2 to $3. Many premiums “cost” more 
than one book of stamps. Among the more expensive items 
in a current catalogue is a 52-piece silver service, obtain- 
able for 24 books representing $2,880 in retail purchases. 
Typical one-book premiums include luncheon cloths, cuff 
links, and bed lamps. 


The major outlets for trading stamps are supermarkets, 
but they are available also at drug stores, gasoline stations, 
hardware stores, beauty parlors, and virtually every other 
kind of commercial establishment found in urban or sub- 
urban shopping centers. Merchants in the same commu- 
nity who do not compete with each other frequently offer 
stamps of the same issue, so that a housewife may fill a 
single book from different stores. Competing stores offer 
different lines of stamps, redeemable from different cata- 
logues. A shopper thereby is offered not only a merchan- 
dise bonus for making regular household expenditures, but 
also a choice of several lines of “free” goods depending on 
the stores patronized. 


Trading stamp operations today are an outgrowth of a 
long-familiar technique for stimulating retail sales. The 
offer of a gift as a reward for patronage is as old as com- 
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merce itself. The “baker’s dozen” or the free lollipop for 
the customer’s child are primitive forms of the same 
merchandising device. The manufacturer’s premium, of- 
fered either as a gift inside packaged goods or as a coupon 
good for a cash discount on additional purchases, has long 
been taken for granted. 


Retailers began to offer premiums, as an inducement to 
buy, as far back as the latter part of the 19th century. 
The Great Atlantic and Pacific Tea Company gave glass- 
ware and other articles through its retail outlets, and the 
United Cigar and Schulte tobacco stores issued redeemable 
coupons to cash customers. A Milwaukee department store 
became in 1891 the first establishment of its kind to offer 
trading stamps, to be saved in a booklet and redeemed for 
goods sold in that particular store. 


The first independent trading stamp company, estab- 
lished solely to sell stamp operating services and materials 
to retailers, was set up by Thomas Sperry in 1896. Its first 
customers were a number of small retailers in New Eng- 
land. The Sperry method persisted and is the one cur- 


rently in most widespread use. The original company, now 
known as Sperry and Hutchinson, is the largest stamp 
operator today. 


Independent stamp companies relieve retailers of most 
of the details involved in giving away goods which are not 
part of a store’s regular stock. A retailer buys stamps 
directly from the stamp -ompany; in return the company 
carries on promotional activities, prepares and distributes 
premium catalogues, purchases and displays gift merchan- 
dise, and redeems customers’ stamps. Some of the larger 
retail chains have set up their own stamp companies or 
joined with other chains in doing so. In certain cases in- 
dependent merchants likewise have banded together to 
form a cooperative stamp company. 


RECENT SPREAD OF TRADING STAMPS TO Foop STORES 


Although grocery stores sold many packaged products 
containing gift articles or redeemable coupons, most of 
them did not offer trading stamps until a few years ago. 
In 1951 a Denver supermarket instituted a trading stamp 
program on an experimental basis and found it phenom- 
enally effective in boosting trade. Other Denver food 
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stores, stung by loss of business, then introduced stamp 
plans of different series. 


Word of the Colorado stamp craze spread quickly through 
the trade. The trading stamp business rose 50 per cent 
from 1952 to 1953. Some of the older stamp firms doubled 
their business. Many new stamp companies entered the 
expanding market. One of them, Southern Premium Stamp 
Company of Atlanta, acquired 500 merchants as clients 
within a year of its founding in 1952. 


Trading stamp business took another sharp upward spurt 
in the spring of 1955 when the Kroger Company, a large 
midwestern food chain, dropped the battle it had been 
waging against stamp issuers and entered the field in a 
big way. Together with Gold Bond and other food chains, 
Kroger formed a new company to issue Top Value stamps, 
now the country’s second ranking issue of trading stamps. 


By the end of 1955 the midwestern stamp boom had 
spread eastward. A number of large food chains, then or 
early in 1956, launched stamp programs in New York, New 
Jersey, and Pennsylvania metropolitan areas. The Inde- 


pendent Grocers Alliance recently established a stamp plan 
which is to cover most of its 6,000 member stores by the 
end of this year. 


According to the May issue of Premium Practice, a trade 
‘journal devoted solely to bonus merchandising, every large 
food chain in the nation, with the exception of the A. & P.., 
is either handing out stamps or considering doing so. Many 
of these companies strenuously fought the developing 
stamp boom, by engaging in price wars or working for 
restrictive legislation, but in the end they were forced to 
go along or lose business to their competitors. 


PRESENT EXTENT OF OPERATIONS IN TRADING STAMPS 


Official figures to measure the extent of trading stamp 
operations in the United States do not exist, but trade 
journal estimates and a few studies by university business 
schools leave no doubt that stamps are swamping retail 
markets. A recent survey produced the estimate that 40 
million shoppers in the 48 states were saving stamps at a 
rate representing $10.6 billion in retail sales annually— 
the stamps redeemable in merchandise having a retail 
value of $212 million. Trading stamp business among food 
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stores, which make up 55 per cent of all stamp issuers, had 
jumped 76 per cent in the past year to a point 244 per cent 
above the level of two years ago.! 


Various studies have shown that stamp plans may quickly 
capture a huge market. No less than 94 per cent of con- 
sumers surveyed in Minneapolis and St. Louis saved stamps; 
the proportion was 82 per cent in Indianapolis and 78 per 
cent in Detroit. A Des Moines Register survey indicated 
that 69 per cent of Iowa shoppers saved stamps. 


An estimated 450 stamp companies, many of which are 
less than five years old, are now in business, but no more 
than 25 of the companies engage in extensive operations. 
Gift House of Minneapolis claims a 1,000 per cent increase 
in business since it was established four years ago. The 
leading stamp company, Sperry and Hutchinson, claims 
70,000 retail outlets with 15 million customers who save 
S&H stamps. That company distributed 35 million copies 
of its latest catalogue, which offered 1,500 items from 600 
manufacturers. Sperry and Hutchinson maintains approx- 
imately 400 stamp redemption centers in nearly as many 
cities. Top Value, only one year old, already has 20,500 
outlets. 


STAMPS AS COMPETITIVE AID IN MODERN MARKETING 


Many persons have been puzzled by the sudden popu- 
larity of a merchandising “gimmick” which has been em- 
ployed in a desultory way for more than half a century. 
However, the reasons are not hard to find. In the old days 
premiums ordinarily were gimcracks of little value, and the 
issuing stores—usually department stores—did little to 
promote them. By contrast, the stamps now in use are re- 
deemable in nationally advertised “name-brand” products 
for which there is lively popular demand, and stamp pro- 
grams are launched by massive advertising campaigns. 


A marked change in the public attitude toward stamps 
became evident when they were introduced by super- 
markets. The stamps themselves are an aspect of the 
revolutionary changes in food marketing that have taken 
place in the past decade or so. Today’s huge resplendent 
food stores with a great variety of commodities and nu- 
merous customer services require a large volume of busi- 


1“The Stamp Swamp Fire,” Premium Practice, May 1956, p. 24. 
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ness to support a high fixed overhead. Competition be- 
tween supermarkets is keen in an age when housewives 
shop by car and nearly every market can match its com- 
petitor in customer appeal. With prices already shaved to 
the narrowest margin in modern retailing, the average 
supermarket found itself up against a tough problem in 
trying to capture the extra business which boosts profits 
without greatly increasing overhead. 


The gift to customers proved to be the answer. In effect, 
it was a price discount but in far more appealing guise 
than straight price cutting, which at best could only have 
amounted to a few pennies per item. While the competitive 
advantage is reduced when all stores in a neighborhood 
offer trading stamps, the practice, once instituted, tends to 
persist. Customers learn to expect stamps and will desert 
a store that drops them. At that point, stamp-issuing stores 
compete with each other on the basis of stamp value or 
premium quality. Stores in some communities, engaging 
in stamp wars, have offered double or triple value to beat 
the competition. 


Stamp companies themselves, like the supermarkets, are 
highly competitive and promotion-minded. Stamp plans 
are usually launched with area-saturation advertising cam- 
paigns. A $100,000 advertising budget, to be spent in an 
area within a few weeks, is not uncommon. In one such 
campaign, the entire premium catalogue was published as a 
paid advertisement in the Sunday feature sections of news- 
papers with a combined circulation of 1.3 million. 


In recent months the big stamp companies, moving into 
national promotion, have taken large advertisements in 
mass circulation periodicals. Sperry and Hutchinson has 
budgeted between $1 million and $2 million for 1956 adver- 
tising, and King Korn of Chicago is planning a comparable 
promotion campaign. Many local stamp programs are in- 
troduced with entertainment and door prizes of consider- 
able value. Advertising is aimed at both consumers and 
retailers. A King Korn executive promised: “We are not 
going to give any of our markets a rest, but we are going 
to continue with this fast-moving, intensive promotional 
technique.” 2 


2 Ibid., p. 24. 











Retailers and the Economics of Stamp Use 





THE BOOM in trading stamps has developed so rapidly 
that there has scarcely been time to gauge the full extent 
of its impact on prices and markets. The most significant 
aspect of the development is that it injects a large new 
commercial operation into the system of marketing basic 
consumer commodities. Obviously the market must pro- 
vide a profit for the venture or it would not endure. Even 
where stores themselves have entered the stamp field in 
order to avoid compensating an outside company for its 
services, the program adds something to the cost of doing 
business. 


Many question whether the retail food market, for in- 
stance, should support a new enterprise of this size which 
contributes nothing to the production or distribution of 
the commodities for sale. Defenders of trading stamps 
insist they represent simply a new kind of customer service, 
like the provision of parking space; or that they are a form 
of sales promotion as legitimate as advertising; or that 
they are in essence a price discount for cash buying.’ 
Opponents of trading stamps say they constitute a fraud on 
the customer and disrupt normal channels of distribution. 


RETAILER VIEW OF STAMP PLANS AS NECESSARY EVIL 


In the world of commerce, trading stamps are variously 
regarded as a boon or a menace. Numerous manufacturers 
of consumer goods welcome the merchandising device be- 
cause it gives them a large outlet for their products. These 
manufacturers actively seek trading stamp business; many 
place advertisements in trade journals to promote the 
merits of their products as premiums of high customer 
appeal. A big trading stamp company is reported to be 
the largest wholesale customer for certain lines of luggage 
and silverware. 


How the retailers feel about trading stamps is another 
matter. Among those who deal in stamps, some are en- 
thusiastic but others entered the field with reluctance and 
misgiving. Progressive Grocer reported in February 1956 


*Some department stores issue stamps only for cash purchases or to charge cus- 
tomers who pay within ten days. The device has proved successful in speeding pay- 
ment of bills. 
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that most of the operators attending a Super Market In- 
stitutes meeting at Palm Springs last January expressed 
dislike for stamp plans but felt they were a necessary evil. 
Business Week in a recent survey found many merchants 
who wished stamp plans had never been started, or that 
there was a law against them. 


FUTILE EFFORTS TO BEAT STAMPS BY CUTTING PRICES 


A number of food chains instituted stamp programs only 
after being defeated in costly price wars against stamp- 
issuing competitors. Price cutting has proved curiously 
ineffective against the appeal of a free gift. A Kroger 
official recently explained the change in his company’s 
policy: “We fought stamps by cutting prices; we gave away 
hosiery, dishes and dolls. We used every merchandising 
gimmick known—anéd still the stamp stores took sales away 
from us. We couldn’t whip them, so we decided to join 
them.” 4 


Safeway Stores, which conducted a price war against 
stamp-issuing competitors for two years, has dropped its 
active campaign against trading stamps. It is now planning 
to distribute them in its Sacramento, Cal., markets, though 


not as yet in other areas. Resignation within the past year 
of two top Safeway officials was attributed in trade circles 
to failure of the company’s anti-stamp battle. 


Price cutting still crops up in communities where trading 
stamps have been recently introduced. It reached such 
lengths among gasoline stations in Montgomery County, 
Md., during the past spring that even some of the stamp- 
issuing stations felt called upon to reduce prices. Many 
of the station operators said, however, that they wished 
they could dispense with the stamp nuisance; they were 
afraid they would lose business if they did so. 


Price cutting to meet stamp competition entails more 
than an economic hazard; it may invite legal action. A 
federal grand jury in Fort Worth indicted Safeway last 
July for unfair competition in violation of the anti-trust 
laws, because the food chain allegedly had cut prices below 
costs to combat competition of stamp-issuing stores.5 When 


* Wall Street Journal, Apr. 23, 1956. 
5 The case is still pending. 
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a number of gasoline stations in Rochester, Minn., recently 
announced discontinuance of stamp offers in a paid adver- 
tisement which attacked stamp plans in general, they were 
warned by the county petroleum dealers’ association that 
they might be guilty of violating an anti-boycott law. 


A grocers’ trade journal recently suggested that mer- 
chants in stamp-free areas should refrain from taking the 
lead in introducing stamp plans. Eight California food 
chains in the Los Angeles neighborhood are observing this 
principle. They have organized a joint, non-profit stamp 
plan, but are holding it in abeyance so long as no com- 
petitor starts the ball rolling. A supermarket official] in 
the group said it would seek legislation “‘to curb the stamp 
racket and lift this burden from the backs of consumers 
and farmers who pay the bill.” ® 


Letters were sent to President Eisenhower and Secretary 
of Agriculture Benson blaming stamps for the price spread 
in food between the farm and the home. Benson is reported 
to have replied that the Agriculture Department was not 
prepared to pass judgment on either the costs or benefits 
of using trading stamps as a merchandising device. He 
suggested that the matter be taken up with the Federal 
Trade Commission or the Department of Justice. 


COSTS AND PROFIT IN THE OPERATION OF STAMP PLANS 


Trading stamp companies derive their income from sale 
of stamps and accompanying services to retailers. Typically 
a store pays from $10 to $15 for a packet of 5,000 stamps, 
which it distributes free among its customers. A cus- 
tomer’s book of 1,200 stamps, representing store purchases 
of $120, costs a merchant from $2.50 to $3.75, depending 
on the terms of the stamp company with which he deals. 
Thus the cost to the retailer of using a stamp plan is 
around 2 to 3 per cent of gross sales. 


The stamp company redeems the 1,200-coupon booklet— 
for which it in effect has received $2.50 to $3.75—for an 
article which is said to sell at retail for $2 to $3 but which 
actually costs the stamp company much less at wholesale. 
Many critics of stamp plans contend that the retail price tag 
put on stamp merchandise is inflated. 


In any event, it may be said that the stamp company is 


*“The Stamp Swamp Fire,” Premium Practice, May 1956, p. 54. 
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actually in the business of selling the premiums, with the 
exception that it is paid by the retailer instead of the 
ultimate consumer. A stamp company’s profit is derived 
from the same source as that of a retailer who sells iden- 
tical merchandise—that is, the mark-up over cost of the 
merchandise at wholesale. Any stamps not redeemed, how- 
ever, constitute clear profit to the stamp company in the 
full amount charged the retailer.’ 


The damage to merchants who sell the same merchandise 
as that which is offered as premiums for trading stamps is 
obvious. The resulting situation raises doubts about the 
status of stamp plans under laws governing fair trade 
practices. This is one of the major questions currently 
under study by the Federal Trade Commission. 


Five members of the Philadelphia Association of Retail 
Druggists recently filed suit against two stamp-issuing food 
chains, alleging that the grocers were practicing unfair 
competition by giving stamps redeemable for products cov- 
ered by Pennsylvania’s fair trade legislation.* The Penn- 
sylvania supreme court in 1939 had approved distribution 
of trading stamps on fair-traded merchandise in a case in 
which the stamp-issuing store had been engaged in the 
practice since before the state’s fair trade law was enacted. 
The druggists contend that the 1939 decision does not apply 
in the present case, because the food stores started their 
stamp program after the fair trade law went into effect. 


NEED TO INCREASE TURNOVER TO OFFSET STAMP COSTS 


There is little agreement on how trading stamps affect 
prices of commodities in stores issuing the stamps. While 
stamps add to retail business costs, increased trade result- 
ing from their use may cancel the additional expense to a 
particular store. Estimates of the amount of new business 
required to offset stamp costs vary; most frequently the 
amount is set at 20 per cent of pre-stamp business; addi- 
tional trade over that amount produces a clear profit on 
the stamp deal. 


Sperry and Hutchinson estimates that food stores need 


7 Estimates of the redemption rate on trading stamps vary. Sperry and Hutchinson 
asserts that Internal Revenue Service audits of its books have revealed at least 95 per 
cent redemption. Other sources have estimated that the redemption rate in some 
areas is much lower. 

® Manufacturers who set a fixed retail price on certain types of goods are exempt 
from price-fixing bans in the federal anti-trust laws in those states which have fair 
trade legislation. See “Discount Selling,” E.R.R., Vol. II 1954, pp. 587-553. 
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to increase their trade by 18 per cent to show a profit, 
gasoline stations by 10 per cent, and drug or hardware stores 
by 5 per cent. A National Association of Food Chains 
survey indicated, on the other hand, that groceries need to 
expand business by 33 per cent within 90 days to break 
even. 


The first stores to issue stamps in a community usually 
experience a marked upswing in trade. A Tulsa store 
reported that its business rose 60 per cent in a month. 
Increases in Kroger stores ranged from 14 to 52 per cent 
within a week. As more stores in a community institute 
stamp plans, the competitive advantage naturally declines. 
Stores then attempt to attract customers by advertising 
the advantages of their particular stamp plans over those 
offered by competitors. 


Some persons believe that when the retail market is 
saturated with stamps, the fad will die out. Others think 
that trading stamps, once entrenched, will become a per- 
manent feature of American retailing. Certain cities have 
experienced stamp saturation for months with no sign of 
declining interest. A Denver supermarket official has ob- 
served that even in a stamp-saturated city, stamps do not 
lose their competitive value. “Some stamp stores promote 
their plans more .. . effectively. Some offer better value 
... [Lor] variety. ... Even if all your competitors do give 
stamps, you can still win and retain new customers if you 
have the best plan and promote it properly.” ® 


Although increased trade makes it unnecessary for a 
supermarket to raise prices to finance a stamp plan, use 
of stamps tends to reduce the number of low-price “specials” 
offered for short periods on certain items to stimulate what 
merchants call store traffic. Non-stamp stores therefore 
contend that a price differential, equaling the cost of stamp 


operations, does in fact exist between stamp and non-stamp 
stores.!° 


Even if a stamp plan does not affect prices at a par- 
ticular store, it is clear that stamps add a significant sum 
to the total cost of marketing food or other products in a 
given area. Trading stamps do not create a new market for 


*® Quoted in Premium Practice, May 1956. 


”An A. & P. store in one community displayed a basket of groceries at the check- 
out counter to demonstrate the price difference i. the two types of stores; the 
groceries were said to cost $25 at a stamp store, $23.49 at the non-stamp A. & P. 
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goods, but they influence the distribution of trade in a 
community by drawing an increased percentage of the 
area’s shoppers to the stamp stores.!! 


LAWS AND CourT DECISIONS ON USE OF TRADING STAMPS 


Relatively few legal restrictions have stood in the way 
of expansion of the traffic in trading stamps. Distribution 
of the stamps is not barred by law in any of the 48 states. 
Only the District of Columbia, under a statute enacted by 
Congress in 1871, imposes a direct ban on their use.” 
Kansas, Washington, and Wisconsin require that stamps 
be redeemed in cash rather than merchandise, and Kansas 
imposes a heavy license fee on stamp companies and their 
retail clients." 


The trading stamp boom of the past few years has been 
reflected in legislative activity in the states. At least 50 
bills to restrict use of trading stamps were introduced 
in the legislatures of more than half of the states during 
the 1955 sessions. A recent review showed that the pro- 
posals fell into six general categories: Escheat bills to 
require issuing companies to remit the value of unre- 
deemed stamps to the state’‘; heavy license fees; direct 
prohibition of stamp distribution; high gross receipts tax; 
requirement that bond be posted by stamp companies; and 
a statutory recognition of trading stamps as effecting a 
reduction in price for purposes of competition.'® 


Only two of the many bills introduced last year were 
enacted. Utah made it unlawful for merchants to reduce 
prices by offering trading stamps; however, the new law 
is being contested in a suit brought by a large stamp com- 
pany and three merchants. North Dakota authorized its 
counties to levy a tax of $6,000 on any trading stamp com- 
pany doing business within their jurisdiction, but signa- 


™ Anti-sctamp food stores in Los Angeles assert that introduction of stamp plans 


would add $30 million to the cost of doing business in an area where gross food sales 
total $1.5 billion. 


12 An Iowa law banning trading stamps, on the books for years with no attempt at 
enforcement, was invalidated in July 1954 by the state supreme court. A D.C. busi- 
nessmen’s association, complaining of loss of business to stores in Maryland and 
Virginia suburbs of Washington, petitioned the D.C. commissioners on June 1, 1956, 
to seek repeal of the trading stamp ban. 


%3A Kroger official disclosed last March that his firm pays $71,000 in license fees in 
eight Kansas cities. The fee does not apply in the case of stamp plans operated inde- 
pendently by individual stores. 

™% Escheat bills are most feared by stamp operators, not because of the payment to 
the state, but because they might make it necessary to keep records of date of issu- 
ance and name of recipient of every stamp. Such a requirement would virtually 
destroy the stamp business. Sperry and Hutchinson is currently contesting an escheat 
suit in New Jersey. 


% Harvey L. Vredenburg (Bureau of Business Research, School of Business, Univer- 
sity of Indiana), Trading Stamps (1956), p. 44. 


422 





Trading Stamp Boom 


tures are being collected for a petition to put the law to a 
referendum test. 


State courts on the whole have looked favorably on trad- 
ing stamps. Laws to ban the stamps outright have been 
invalidated on the ground that they exceed state police 
powers, because trading stamps do not involve questions 
of public health, safety, or morals. Revenue laws, apply- 
ing heavy license fees or taxes on stamp operations, have 
been found unconstitutional as arbitrary, unreasonable, and 
discriminatory. 

Distribution of trading stamps has been subjected to 
considerable litigation as possibly violating fair trade and 
resale price maintenance laws. Most of the decisions, how- 
ever, have been to the effect that use of the stamps brings 
about a permissible discount for cash purchases rather than 
a price reduction in violation of pricing regulations. Stamp 
issuers have won favorable decisions also on the ground that 
stamp programs have been adopted for the purpose of 
stimulating business rather than with intent to injure or 
destroy competitors. 


No federal law has direct application to trading stamps. 
The Supreme Court held in 1916 that regulation of trading 
stamps was within the police power of the states. It 
described trading stamps as “an appeal to cupidity.” How- 
ever, the law sustained by the 1916 decision—a Florida act 
banning trading stamps—was repealed some years later. 


Giveaway Factor in Appeal to Customers 


TRADING STAMPS comprise only one of the many give- 
away devices widely used in modern merchandising to stim- 
ulate sales. All kinds of special sales, including selling “below 
list price” at discount houses, are devised to convince pur- 
chasers that they are making large cash savings. New 
retail stores frequently give “door prizes” to attract trade. 
Numerous products are packaged with gifts or redeemable 
coupons. Various television programs form another man- 
ifestation of the giveaway approach to sales promotion. 


Contests, offering hundreds of prizes, are being used 
to an increasing extent to promote particular lines of goods. 
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Some of the contests require that the customer obtain an 
application blank at a store selling the advertised mer- 
chandise, in expectation that the entrant, once on the 
premises, will be a potential customer. In one contest the 
applicant is required to watch a salesroom demonstration 
of the product to qualify. Prizes of considerable value 
are frequently offered—a trip abroad for two, a mink wrap, 
a new car, or sums up to $50,000—yet manufacturers have 
found large prize awards a relatively inexpensive form of 
advertising in terms of sales expansion. 


Giving away of premiums, and sales at cut rates, have 
reached such proportions that several trade organizations 
devoted solely to this form of merchandising have sprung 
up. Premium Practice annually publishes a directory of 
premiums as a service to suppliers and purveyors of gift 
merchandise. In its January 1956 issue it reported that 
manufacturers’ premium promotions in 1955 had hit an 
all-time high which surpassed the previous peak of 1950 
and topped 1954 by 14.6 per cent. A total of 1,082 sep- 
arate premium offers was reported last year. 


BUILDING OF CUSTOMER LOYALTY THROUGH PREMIUMS 


The theory behind bonus merchandising is that it not only 
wins new customers for a store or product but also builds 
“store loyalty” or “brand loyalty.” It is anticipated that 
when a customer has begun to save trading stamps of a 
particular issue, he or she will be drawn repeatedly to the 
same stores in order to fill up the stamp book. A manu- 
facturer’s premiums aim to create a lasting preference for 
that brand of goods. 


Much thought goes into the choice of both manufac- 
turers’ and trading stamp premiums. The chief idea is to 
offer premiums of high prestige, which will carry over to 
the primary products sold or to the store which sells them. 
The advantage of premium plans to food stores is plain: 
Luxury goods are more appealing than necessities; there is 
a limit to what can be done in advertising the attractions 
of a bunch of celery or a pot roast, but a silver teapot or 
a pair of lace curtains, to be acquired as a byproduct 
of the housewife’s grocery shopping, offers ample promo- 
tional scope. 


This theory was reflected in a Swift Company official’s 
explanation of why that concern offered sterling silver as 
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a premium for purchases of packaged margarine; the food 
product, he said, lacks “inherent glamor,” but the premium 
gives it “dramatic lustre.” '* A family would have to con- 
sume ten pounds of margarine to become eligible to pur- 
chase one six-piece place setting at 50 to 65 per cent 
discount; thus a desire to acquire silver flatware may 
make a long-term customer for this brand of margarine. 


Although premiums obtained for trading stamps do not 
require a cash outlay,'7 as in the case of most manufac- 
turers’ premiums, the same principle of winning customer 
loyalty applies. Retailers count on whetting the housewife’s 
yearning for more and more free luxury goods to assure 
repeated return to stamp stores. One of the many results 
of bonus merchandising today is that some manufacturers 
and retailers devote as much promotional effort to the 
attractions of the premium as to the attractions of the 
primary articles offered for sale. 


VARIATIONS ON THE TRADING STAMP GIVEAWAY THEME 


Trading stamps have many curious variants, all follow- 
ing the same principles of gift merchandising. Banks have 
offered Christmas cards as an inducement to open Christ- 
mas savings accounts. A West Coast bank obtained more 
than $1 million in new deposits within seven weeks by 
giving away phonograph records of the pianist-entertainer, 
Liberace. An electrical product store in Topeka staged a 
“Grab Bag Night” with a prize for everyone, and the result- 
ing increase in sales more than made up the $134 cost of 
the stunt. Some stores offer merchandise—glassware, 
toys, cooking utensils, hosiery, encyclopedias—in return for 


cash register slips showing that the customer has bought 
goods of a certain value." 


A Richmond, Va., grocery chain gives away U.S. savings 
stamps, which it advertises as “redeemable for U.S. bonds.” 
A Philadelphia department store permits customers to use 
trading stamps as currency in the store, to be applied as 
total or part payment on cash or credit purchases. A Los 
Angeles company supplies stamps good for payments on 
life insurance premiums. A Bakersfield, Cal., market gives 
coupons redeemable for admission to nearby Disneyland. 


16 “Margarine,” Premium Practice, March 1956, p. 40. 


17 Many articles of merchandise exchanged for trading stamps are subject to federal 
excise tax, which the customer must pay. 


48 Many supermarkets which used this plan have dropped it for trading stamps, be- 
cause the stores could not stock a large variety of items for stamp redemption. 
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One of the newest developments in premium merchan- 
dising has appeared in the marketing of fresh farm produce. 
One distributor includes a coupon, redeemable with $1 for a 
$3 salad bow] set, in packaged celery and carrots. Premium 
Practice calls this field “America’s newest premium 
frontier” and says it is the “brightest horizon for pre- 
miums.” 


One of the most unusual methods of premium redemption, 
soon to be developed on a nation-wide scale, has been in 
operation for two years in southern California. Under 
the plan a housewife sends labels and bottle caps, to which 
the canners and bottlers have attached a point value, to a 
“label bank”’ which returns coupons representing the point 
value of the deposits. Approximately 40 distributors, 
chiefly food processors, have been paying the bank $300 a 
month each and redeeming the labels or bottle caps at 
4c a point. The distributor sets his own point valuation— 
one point per bottle cap, 6 points per label on a can of 
Chinese food, and so on. Premiums range from a pie plate, 
obtainable for 16 points, to a steam iron, which takes 5,644 
points. Approximately half a million customers have label 
bank accounts. 


PSYCHOLOGICAL ATTRACTIONS IN BONUS MERCHANDISING 


Gift merchandisers have hit on a psychological truth with 
far-reaching commercial application. People instinctively 
like to get something for nothing, or at a discount below 
the regular market price. Trading stamps have been found 
to satisfy two contrary compulsions in the average person, 
particularly the average woman: a desire to be thrifty 
and a desire to acquire luxuries. Stamps are found also 
to satisfy a widespread craving simply to collect, most 
particularly to collect something of ultimate value. 


The retail trade is replete with anecdotes indicating 
that the average shopper is more interested in bonuses 
than in lower prices. Merchants have reported that even 
if a housewife realizes that she has to pay more for basic 
purchases than might be the case if she were not given 
trading stamps, she prefers the stamp method of acquiring 
luxuries; it enables her to avoid having to ask her husband 
for money to pay for extra purchases. 


The Stanford Research Institute made an effort to plumb 
the reasons for women’s addiction to trading stamps by 
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resorting not only to direct inquiry but also to indirect 
questioning designed to ferret out hidden motives. This 
study showed that what women say about stamps does not 
always describe accurately what they feel. Most of the 
women questioned said a stamp offer was not a primary 
inducement for shopping in a particular store, although 
most of them regarded stamp saving as praiseworthy thrift. 


The majority reported that when they had filled one 
stamp book, they felt an urgency to fill additional books. 
Most stamp savers thought of premiums as “free gifts,” 
and a majority had no idea of stamp values in terms of 
dollars and cents. The study showed that most women 
preferred to shop at stamp stores, whether they admitted 
it or not; stamp savers customarily travel farther than 
non-savers to buy groceries. Many of them began to save 
stamps casually, then became strongly attached to the 
practice. 


In the light of its present popularity, and the commercial 
impetus behind it, the trading stamp movement seems 
likely to be an important feature of retailing for a long 
time to come. Trading stamp companies are not overly 


concerned that their operations will be hampered by gov- 
ernment investigations or legislative action. A Sperry and 
Hutchinson official said recently that his company wel- 
comed the Federal Trade Commission inquiry and was co- 
operating with it, because it believed such a study would 
“put an end to unsupported statements that we violate 
federal anti-trust laws.” He gave the opinion that the probe 
would “shed some helpful light on the widespread and 
intense campaign of the last year or more . . . for the 
purpose of destroying the trading stamp companies and 
depriving merchants of a long-established and effective com- 
petitive instrument.” '® A recent study concluded that 
“The future of trading stamps . . . appears destined to be 
determined by the economics of competition and business 
efficiency rather than the attitudes of legislative bodies.” 2° 


” Wall Street Journal, Apr. 23, 1956. 
” Harvey L. Vredenburg, op. cit., p. 45. 
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